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world-wide FDI outflows from less than 0.5 per cent until 1991 to an average of 1.3 percent in 1991-95.4 As China is rapidly rising as a new economic power, its deepening participation in the regional and global economy, through both inward and outward FDI as well as trade, will inevitably bring about significant implications in the international political economy. This article attempts to explore the development of Chinese outward FDI, its characteristics and motives, the outward FDI regime, the government's policies and existing problems, and the prospects for the future trend of Chinese outward FDI.
Before beginning, there are two important points that require clarification. First, it is useful to define the scope of the study. Precisely speaking, this article deals solely with the foreign direct investment that flows out of China legally, that is, the purchase of productive assets abroad by Chinese enterprises with official approval from the Chinese government. In other words, this article does not cover other phenomenal capital outflows from China that have also been on the rise in recent years, specifically, overseas portfolio investment and illegal capital outflows for whatever reasons from various channels.
The recent years have witnessed a drastic increase in China's overseas portfolio investment. According to one source, in the period 1991-94 this reached $9.4 billion, as compared to $1.0 billion in the period 1987-90.' However, overseas portfolio investment refers to the purchase of financial instruments abroad, such as foreign stocks and bonds. As this type of capital export is very different from outward FDI, it will not be covered in this article.
It is also important to note that there have also been increasing illegal outflows of capital (capital flight) from China through various channels in recent years. The amount involved (primarily public funds embezzled into private account and/or private investment projects abroad) has been estimated as even greater than the amount of legal capital outflows. According to Long Guoqiang, for example, since the initiation of economic reform and the adoption of the open-door policy in the late 1970s there has been an accumulated amount of $80-100 billion of Chinese capital outflows, of which only $15 billion is approved by the Chinese government.6 In Wang Jun's estimation, the total amount of capital flight from China in the period 1982-94 was between $54.7 billion and $120.0 billion.7 These illegal capital outflows are primarily a result of the various loopholes that existed during the nation's transition period from the previous planned economy to a market economy, thus constituting an important part of the corruption that is now so prevalent in China. 858 The China Quarterly Nevertheless, this article will not discuss the issue of China's illegal capital outflows, a topic that deserves a separate article.8
The second important point that requires clarification concerns the status of China's direct investment in Hong Kong since 1997. While the data quoted in this article primarily cover the pre-1997 period, the discussion of China's outward FDI does go beyond 1997. Consequently, there arises the important issue of how to identify properly the status of China's direct investment in Hong Kong in the post-1997 era, as Beijing has now regained sovereignty over this former British colony. This issue is important, particularly because China's direct investment in Hong Kong accounts for a major chunk of its total outflows of direct investment.
While it may be theoretically right to say that the Chinese direct investment in Hong Kong can no longer be seen as "foreign" because the territory is now part of China, it is obviously very difficult to identify it as purely "domestic" as the term is usually understood. Mainland China and Hong Kong actually remain independent economic entities with their own respective currencies under the framework of "one country two systems." Hong Kong still keeps its status as a separate custom territory as stipulated by the Basic Law regarding the territory. As a consequence, both Beijing and Hong Kong continue to treat the movements of capital and goods between them as "foreign," and compile statistics of these economic activities accordingly. As such, Chinese direct investment in Hong Kong in the post-1997 period still assumes the nature of "foreign" direct investment.
To pursue the argument further, there is also an intractable technical problem. If investment movements between China and Hong Kong are treated as domestic after 1997, it would then be necessary to conclude that their FDI outflows combined, excluding those between them, should be considered as being of the same origin. A similar measure should also apply to trade, balance of payments, foreign exchange reserves and so on. Obviously this picture is too far away from reality.
Probably because of this very fact, International Monetary Fund (IMF),
World Trade Organization (WTO) and other relevant international organizations continue to treat China and Hong Kong as two independent economic entities, seeing investment and trade between them as "foreign"
rather than "domestic" in compilation of relevant post-1997 statistics. This is also the understanding of other governments, which, while now seeing Hong Kong as part of China, still treat China and Hong Kong as two separate economies.9 Given all this reasoning, this article will continue to use the term foreign direct investment (FDI) to refer to China's post-1997 outbound 8. For a detailed discussion of illegal outflows of Chinese capital, see ibid. and Long Guoqiang, "How to prevent capital flight." 9. It is interesting to note that while it is now becoming possible to have a growingly unified economic entity among multiple sovereign states -as is happening in European Union -it may also be acceptable to have two or more independent economic entities under one sovereignty -as now in the China-Hong Kong relationship.
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FDI as a whole, including Chinese investment in Hong Kong, though this investment in Hong Kong may be more accurately described as "Hong Kong-directed" rather than "foreign" under the current political framework of the China-Hong Kong relationship. This measure of convenience applies to Macau as well after the territory is turned over to Chinese sovereignty at the end of 1999.
Development of Chinese Outward FDI
Before the late 1970s, China's outward FDI was minimal and the only activities were largely trade-servicing in nature.'o According to a Chinese official source, for example, the Chinese outward FDI for 1979 was a negligible amount of 0.8 million yuan (equivalent to about $0.5 million at the current official foreign exchange rate)." It was after the Chinese government initiated its open-door policy at the end of the 1970s that Chinese outward FDI began to develop. Even so, in the early years of the open-door policy, China's outward FDI was insignificant as a foreign economic activity, which reflected the priority during the initial stage of reform of the nation's domestic economic restructuring. Both market and capital conditions did not yet necessitate a strategy of investing abroad. Thus, China's annual FDI outflow made a relatively modest increase from $35 million in 1980 to $134 million in 1984, an increase of four times in four years (see Table 1 ). From 1979 to 1985, China established 185 non-trading foreign affiliates, mostly in the form of joint ventures. These overseas enterprises spread over 45 countries and economies, primarily in the developing world. Most of the investment projects were in such industries as catering, engineering, finance/insurance and consultation, with very few in manufacturing.12 These early outward FDI activities were mainly conducted by centrally controlled state-owned enterprises, that is, various long-established specialized foreign trade corporations (FTCs) and newly created foreign business oriented corporations (FBOCs). On the other hand, it is important to note that many of these early investment activities were to a great extent motivated by the government's political rather than commercial interests. This was particularly evident in China's heavy investment in Hong Kong and, to a lesser extent, in some strategically and/or politically important Third World countries.13
Starting in the mid-1980s, however, there was a big jump in China's 10. Zhan, "Transnationalization," p. , 1979 , -1996 , (US$ million) 1979 , 1980 , 1981 , 1982 , 1983 , 1984 , 1985 , 1986 , 1987 , 1988 , 1989 0. affiliates and offices in 23 countries with an annual business turnover of $7 billion (of which $2.6 billion was from overseas transactions), and the latter set up 62 foreign affiliates in Asia, Europe, the United States and Australia with an annual turnover of $12.8 billion (of which $4.8 billion was from its foreign affiliates).14 Entering into the 1990s, Chinese outward FDI experienced booming development. In particular, the annual outflows reached records of $4 billion in 1992 and $4.4 billion in 1993 (see Table 1 ). As a result, the annual average of China's FDI outflow substantially increased from $54 million in 1984-89 to $2,429 million in 1990-94, surpassing other major developing economies except Taiwan (see Figure 1 ). China has thus become one of the top FDI exporters among developing economies.
While in 1985 the cumulative stock of China's outward FDI was $131 million, well behind the $526 million of South Korea and even further behind the $1,361 million of Brazil, it increased to $2.5 billion in 1990 and $15.8 billion in 1995. By the end of 1996, the total stock of China's outward FDI reached $18.0 billion, surpassing the $13.8 billion of South Korea and the $7.4 billion of Brazil, behind only Singapore, Taiwan and Hong Kong (see Table 2 ).15 In the process, China's share in the total outward FDI stock originating from developing economies has increased substantially (see Figure 2 ). 14. Tseng, Choosin, "Foreign direct investment," pp. 91-92. 15 . Taiwan is another economy that has experienced very rapid development of outward FDI around the same period, largely due to the economic restructuring on the island. On the other hand, the rapid increase of Hong Kong's FDI outflows in the first half of the 1990s was at least partly due to the effects of the prospective handover of sovereignty over the territory from Britain to China (see Table 2 ). It is interesting to note that the three constituencies of what is now widely called the Greater Chinese Community (China, Taiwan and Hong Kong) have now held the lion's share of outward FDI originating from the developing world, although a large sum of their FDI is directed among these economies themselves. If Singapore is also considered as a member of this Chinese community, the share is even larger. Economies, 1985 , 1990 , 1995 and 1996 (US$ million) 1985 1990 1995 1996 China 131 has reflected not only that the Chinese economy is becoming increasingly integrated with the regional and global economy but also that the country needs to invest abroad to keep the development momentum of the domestic economy. The growing economic strength, particularly the growing foreign exchange reserves of the nation, has made the rapid growth of outward FDI possible.21 In this process, the provincial and municipal governments, following the decentralization of the economic system after 1984, have played an important role in pushing a large number of local FTCs and FBOCs into overseas investment activities in order to obtain capital, technology and trade support for their respective local development strategies. A large number of trade companies which were set up by various ministries, provincial governments and municipalities in the special economic zone (SEZ) of Shenzhen in the early 1980s have also joined this process by expanding their business operations abroad to pursue their own strategic objectives.22 Consequently, outward FDI has increasingly become an important part of China's integration into the world economy.
Characteristics of Chinese Outward FDI
An analysis of the data reveals that Chinese outward FDI has the following characteristics with respect to the geographical distribution, sector distribution, form of outward FDI, and capital-raising channels. The orientation of Chinese FDI towards other economies in the region is largely because of greater familiarity with business conditions, low costs and cultural similarity within the region. In particular, ethnic ties play an important role. In any analysis of Chinese outward FDI, it is important to note that the Chinese government, for both political and economic considerations, has especially promoted FDI to Hong Kong. As a result, Hong Kong has become the single largest host economy receiving Chinese outward FDI. By 1993, Chinese investment in Hong Kong reached about $20 billion. In turn, China became the largest investor in Hong Kong (excluding the United Kingdom), well ahead of Japan and the 
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Sector distribution. In general, Chinese outward FDI involves various business areas, including trade, turnkey projects, labour services, resources exploration and extraction, processing, manufacturing, transport and communications, finance and insurance, medical and health services, consultation, hotels, and so on.28 However, a detailed analysis of the sector distribution of Chinese outward FDI suggests an outward investment pattern that reflects the existing structure of Chinese domestic economy and the country's comparative advantage.
Investment in the services sector has accounted for over 60 per cent of China's total FDI outflows. However, the dominant chunk of this investment is related to trading, which has accounted for over 50 per cent of total Chinese FDI outflows. Although large in total value, the average size of Chinese foreign affiliates in trade and other services is small.29 Currently there are over 3,000 Chinese foreign affiliates in the services sector world-wide.30 The high percentage of China's FDI outflows in the trading sector reflects that Chinese outward FDI is largely used to serve and promote the export of commodities. share (between 40 and 70 per cent) so as to be able to control the operation of ventures. The reasons for this preference -in addition to the government policy of some developing countries of prohibiting wholly foreign-owned enterprises -include limited financial resources, lack of necessary knowledge of local business conditions, minimizing or avoiding various risks, and use of the various existing networks of local partners.36 On the other hand, the entry mode of Chinese outward FDI projects is largely decided by the financial resources, international experience and technological ability of specific Chinese TNCs. With their expertise in international operations and better business information system, the FBOCs and FTCs prefer to invest in advanced technological firms in industrial countries and large projects in resources extraction through mergers and acquisitions, while the small and middle-sized manufacturing companies tend to establish greenfield investment projects.
Of all Chinese outward FDI, 22 per cent is conducted through mergers and acquisitions while 78 per cent is of greenfield nature.37 Channels of capital raising. In addition to investments in kind, such as technology, equipment, labour and trade marks valued in monetary terms, there are two major channels of capital raising for Chinese TNCs that invest overseas, from within China and from the local and inter- Specifically, the following major economic motives can be discerned in Chinese outward FDI. First, many Chinese TNCs invest abroad to seek, maintain or expand export markets. Like many developed economies and NIEs that have experienced various stages in their economic development, China has recently undergone a process of structural change and upward mobility in its economic development.41 Largely because of the saturation of the domestic market, some traditional industries are found to be no longer profitable in China. In the meantime, the growing liberalization of both trade and investment regimes adds to the competition within the domestic market. On the other hand, increasing the export of these products abroad is checked by growing trade barriers in many countries. As a result, the growing competition pressures in China coupled with increasing protectionism in other countries have forced many Chinese companies to establish factories abroad.42 Outward FDI helps the export of Chinese commodities in various ways. First, Chinese outward FDI, largely in the form of joint ventures, directly promotes the export of Chinese capital goods and related materials, especially to developing countries; raw materials, supplementary materials and semi-products, as in many manufacturing and processing projects; and Chinese technology know-how, special techniques, patents, and trade marks, when joint venture projects require such contributions from Chinese TNCs. On the other hand, Chinese foreign affiliates play a uniquely important role in collecting up-to-date information on the international market, which is often crucial for the production and provision of suitable commodities for export. Most importantly, under growing world-wide protectionism Chinese TNCs establish factories particularly in those countries where there is no export quota or where Chinese TNCs could use local export quotas for other markets, thus effectively circumventing trade barriers and helping maintain or increase export share in the markets of many developed countries.43
Secondly, Chinese outward FDI is used to acquire a stable supply of resources, primarily in fisheries, forestry and mining. With its rapid economic development China has now become a net resources importing rather than an exporting country. By 1997, for example, the total value of minerals that China imported reached $13.0 billion while the value for mineral exports was only $8. 43. At present, labour and special technique export, which has traditionally been the country's major sources of earning foreign currency, is particularly important for China because it can help relieve the increasingly serious unemployment burden brought about by the large-scale restructuring of the state-owned enterprises. 
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Within the 30-year duration of the joint venture there will be a stable shipment of 200 million tons of quality iron ore from Australia to China.46 China Petroleum and Natural Gas Corporation has been involved in the overseas investment in the exploration and exploitation of oil in Peru and Canada since 1992. Since 1996, the company has also obtained oil-related projects in Sudan, Venezuela and Kazakhstan. On 15 September 1997 the first shipment of crude oil obtained from the company's overseas investment was brought back to China.47 On 24 September 1997
China and Kazakhstan signed energy-related agreements on Chinese involvement in three big projects of oil exploration and exploitation in Kazakhstan, totalling $9.5 billion in cost. The agreements provide for the construction of a 3,000 kilometre pipeline from Kazakhstan to western China and another 250 kilometre pipeline crossing the Turkmen border to Iran, and the mining of oil deposits in Kazakhstan.48 In the forestry industry, Chinese TNCs have also invested actively in North America, Latin America, Africa and the South Pacific region.49
Thirdly, outward FDI is used by some Chinese TNCs as an effective channel to obtain foreign technology and management skills. There are several ways of acquiring advanced technology crucial for the renovation of China's own state enterprises through investing abroad: by establishing joint ventures with those foreign companies that possess advanced technology; by purchasing shares in those foreign companies that have advanced technology; by using semi-advanced equipment which is purchased locally in the operation of foreign affiliates; by assimilating advanced technology parts and components from foreign companies into domestically produced equipment; and by acquiring technologically advanced equipment through foreign affiliates at a lower price than otherwise.50 Furthermore, the operation of FDI affiliates abroad encourages the training of management personnel. As these Chinese foreign affiliates operate in an environment where business is conducted according to international standards, personnel are able to receive first-hand training and invaluable experience. The Chinese foreign affiliates also play an important role in collecting up-to-date information on technological development abroad."' On the other hand, in contrast to most TNCs from Asian NIEs, Chinese TNCs have little incentive for efficiency-seeking outward investment, for China itself has an ample supply of low-cost, productive labour and inexpensive land.52
Fourthly, while some Chinese TNCs rely on the capital raised in the international financial markets for their outward FDI projects, other companies use outward FDI as an efficient channel to raise capital, 46 The development of China's foreign trade and FDI (both inward and outward) is illustrative of this phenomenon. In this process, the growing liberalization of the FDI regime by the Chinese government, first in the area of inward FDI and then gradually spilling over into the outward FDI area, has provided a favourable policy environment for a positive interaction between trade and FDI to take place. On the other hand, however, the specific policies of the Chinese government towards outward FDI also reflect the level of national economic development, the country's factor endowments and the specific developmental objectives of the government. Generally speaking, the Chinese government permits outward FDI primarily within the context of its national objectives and resources availability.
China has undergone a process of gradual liberalization of its outward FDI regime since the early 1980s, in line with the country's overall regime." In particular, to avoid excessive capital outflows at the expense of domestic investment, government policies generally favour investments in kind, such as equipment, know-how and manufacturing materials. In the meantime, the government limits capital export by encouraging Chinese investors to share fixed investment requirements with local partners and to raise funds in local or international financial markets.
The (1993) . Despite these official documents, however, there has been so far no formal law governing outward FDI, which is still being regulated through about ten provisional regulations and administrative procedures.60
Under the outward FDI regime thus established, MOFTEC is authorized as the primary government organ responsible for its approval and administration. The other government departments involved in governing outward FDI include local authorities, the State Planning Commission, the State Council, the Ministry of Finance, the Administration of State Assets and the State Foreign Exchange Administration. Depending upon the type, scale and location of non-trade investments being proposed, appropriate approvals are required from different levels of government. Projects worth more than $30 million are subject to approval by the State Council. Approvals from MOFTEC are required for those projects that are valued between $1 million and $30 million, the projects that involve government loans, guarantees for foreign loans or use of the nation's foreign exchange, the projects that are conducted in Hong Kong and Macau or in those countries with which China has not had diplomatic ties, and the projects that are in some specific investment areas. Projects valued under $1 million are approved by the Commissions of Foreign Trade and Economic Co-operation of provincial or municipal governments or by the ministries responsible for the prospective investor. For trade-related overseas projects, MOFTEC is responsible for the control of overall number of foreign affiliates to be established while the approval power is retained for provincial and municipal governments and relevant ministries.61 However, although all projects theoretically remain subject 59. Zhan, "Transnationalization, " p. 68. 60. Ibid. p. 69; Li Yuesheng et al., A Practical Handbook, 61. In practice, many investment projects simply escaped the screening process. Besides, the screening process is largely limited to original investments, so that reinvested earnings by Chinese foreign affiliates that have passed the original screening process are usually not subject to subsequent further screening. Zhan, "Transnationalization," p. 69.
Outward Foreign Direct Investment 873 to screening, smaller projects and projects with Chinese equity in kind are now actually subjected to less strenuous screening procedures. On the other hand, the People's Bank of China regulates all outward exchange remittances through its State Foreign Exchange Administration.62
Within this general administrative framework, the Chinese government has encouraged and promoted some specific types of outward FDI that would generate benefits for the domestic economy. The country's priorities primarily revolve around securing access to markets and contributing to foreign exchange earnings, acquiring advanced technology and equipment and management skills, securing stable sources of raw materials that cannot be sourced or are scarce in China, and contributing to stronger economic ties with neighbouring countries and countries included in China's development assistance programmes.63 Under these priorities, the government has specifically encouraged outward FDI in the manufacturing (processing and assembling) industries in which Chinese companies have a competitive edge, resources exploration and extraction, high-tech development, turnkey projects, and the tertiary sector (including trade-service, banking, insurance, hotel, tourism, medicine and real estate). The methods adopted by the government to promote these types of outward FDI include tax incentives,64 subsidies, national bank loans with preferential terms,65 and better access to the domestic market for goods produced by Chinese foreign affiliates. In particular, in order to promote outward investment in the electronics and machinery industries, government policy stipulates that if prospective investors in these sectors plan to make their investments in kind, they are exempted from paying a "security deposit" (5 per cent of the value of the proposed investment) to the government, and if proposed investments in these sectors are less than $0.3 million and are of after-sale service in nature, they can be invested freely with the company's own foreign exchange savings.66
The Chinese government has also sought to link official development assistance (ODA) to outward FDI. It has done so by encouraging recipient governments to use ODA loans to attract Chinese investment in existing projects and by using ODA funds to establish joint ventures involving Chinese companies. Since 1991, ODA-related outward FDI projects have been established in a number of developing countries, (1995) (1996) , China I (New York: Sino-U.S. Information Inc./Shanghai Jiao Tong University Press, 1995), pp. 75-76. 874 The China Quarterly especially in Africa.67 In 1994 China had extended monetary assistance to 46 developing countries and arranged for 350 bilateral aid projects and 25 new construction projects to be implemented in 77 such countries. In the meantime, China has also reformed its foreign aid through adopting two new forms of assistance: the extension of preferential loans at government discount rates and the promotion of joint and co-operative ven- tures.68 Furthermore, as outward investment is much more complex than domestic business, it requires personnel with much broader knowledge and international management skills. However, largely as a result of its long-time isolation from the world economy, China lacks personnel who possess international management skills and who have sufficient knowledge about the market conditions of host countries (including language, business culture, competition policy, political and economic environment, availability of suppliers and distribution networks) and a good understanding of the intricacies of international legal frameworks, international finance, taxation, modern communications, customs regulations and the like. In response to this situation, MOFTEC, in conjunction with UNC-TAD's Division on Transnational Corporations and Investment, initiated a training programme in September 1994. The specific objectives of this programme were to impart formal knowledge about the transnationalization process, especially regarding the establishment and management of foreign affiliates, and to create a forum in which over 60 senior and mid-level managers from leading Chinese companies could exchange information on their experiences with respect to outward investment activities. Though a small step, this programme is an important move in a process of preparing personnel for the country's deeper integration into the world economy through outward FDI.69
In order to promote outward (and inward) FDI and protect the interests Despite the efforts of the Chinese government to liberalize and rationalize its policies towards outward FDI, liberalization has only been partial and quite limited so far. Some major limitations remain. Moreover, some existing policies towards outward FDI are obsolete, adversely affecting the efficient management and business expansion of many Chinese foreign affiliates. For example, under the current foreign exchange administrative system, all the profit obtained from overseas must be sent back to China and a very strict 1:1 mortgage system applies to 67. Zhan, "Transnationalization," p. 70. 68. BBC, SWB, 2623 , cited from The China Quarterly, No. 147 (September 1996 ), p. 1024 69. UNCTAD, World Investment Report 1995, p. 331. 70 . The figure is based on the data from United Nations Centre on Transnational Corporations and International Chamber of Commerce, Bilateral Investment Treaties, 1959 -1991 , (New York: United Nations, 1992 Rudolf Dolzer and Margrete Stevens, Bilateral Investment Treaties (The Hague: Martinus Nijhoff Publishers, 1995) , Annex II, C, pp. 291-294; and UNCTAD, World Investment Report 1997, Annex table B.10, pp. 366-369. Outward Foreign Direct Investment 875 those production enterprises that raise capital abroad. In addition, the current screening procedures of outward FDI projects are, generally speaking, still too complicated and too strict with project plans, feasibility study, contracts and other relevant documents having to go through various approval procedures at different governmental levels. Individual Chinese companies are still not authorized to have the independent right to sign contracts with foreign counterparts on overseas investment projects, the right to send relevant personnel abroad freely, and the right to raise foreign capital and/or use their own reserved foreign currency as they want. The salary level of Chinese personnel in the Chinese foreign affiliates is still kept unreasonably low. All these illiberal policies obviously limit opportunities for Chinese enterprises to increase their competitiveness in international markets.7' Furthermore, while the administrative system of outward FDI has been greatly streamlined in recent years, it is still far from effective and supportive. First, the government lacks a mechanism to conduct the post-approval administration and supervision of Chinese foreign affiliates and their management. Secondly, there is a lack of relevant laws governing finance, taxation, credit, foreign exchange and statistics with respect to Chinese foreign affiliates. Thirdly, the government has not yet had a specific and well-articulated plan or policy regarding China's outward FDI. Fourthly, the government's policy guidance with respect to country direction and sector distribution of outward FDI is far from clear. Fifthly, the government's incentive policies for promoting the export of equipment, technology and materials and for promoting foreign exchange earning with respect to outward FDI are far from clear and effective. Finally, support for Chinese outward FDI is still modest, say, banking, and the like.
These existing policy-related and administrative problems, many of which are largely the legacies of the previous command economy, have in turn brought about various problems regarding Chinese outward FDI.
For example, Chinese foreign affiliates, which are primarily state-owned enterprises, are still largely operated within the management mechanism of the command economy, remote-controlled and managed by their parent companies in China like other domestic enterprises. Consequently, as they lack the necessary autonomy with respect to personnel, finance and salary level, they are operated inefficiently without initiative. On the other hand, quite a few parent companies, trading companies in particular, do not have a clear overall strategy with respect to overseas business.
Some foreign affiliates of these companies count for their financial survival solely on the fees and/or commissions that are charged on the Chinese companies they represent for import and/or export business; some other Chinese foreign affiliates are actually turned into the reception houses for their parent companies. Moreover, many Chinese TNCs do not have an effective evaluation and supervision system for their foreign affiliates.
71. Jiang and Zou, Foreign Investment, p. 16.
The overseas investment projects that Chinese companies are involved in are generally small, except for a very few projects that are valued at over $100 million. For example, the average value per Chinese overseas non-trading project is only $0.57 million, compared to $6 million for developed countries, $4.5 million for developing countries, and $1.4 million for CIS and East European countries. The average value per Chinese overseas trading project is even smaller, only $0.2 million in value.72 As most Chinese overseas projects are generally too small, Chinese foreign affiliates are weak, unable to take aggressive initiatives. This is largely a result of the lingering legacy of the previous command economy, which prohibits industrial companies from doing international business independently and authorizes only a few specialized foreign trade corporations to conduct international business. Consequently, many really powerful industrial enterprises, while having financial and technological resources, are still deprived of the autonomy of conducting international business themselves, lack information on international markets, and lack experience and knowledge of international business. On the other hand, some specialized trading companies, though they have long experience of conducting international business, various channels of marketing and information on international market conditions, are financially weak and technologically impotent, unable to take big initiatives in the face of growing competition in the world market.
Besides, the regional distribution and sector distribution of Chinese outward FDI are heavily biased. Over half Chinese foreign affiliates are located in developed countries with Chinese companies competing between themselves in these countries. Investment projects in developing countries are not only small in number but also weak in scale. As a result, the ability to expand the market of developing countries is greatly limited. With respect to the sector distribution of Chinese outward FDI, too many projects (except resource-exploring projects) are processing in nature while those which require the high content of special technology that China possesses are few. Consequently, the comparative advantage of the country has not been ideally realized.
Furthermore, for quite a few Chinese outward FDI projects, a feasibility study is not accurate without real understanding of the economic conditions and relevant laws and policies of the host country and without a thorough understanding of the credibility of the local partners. Once in operation, many Chinese foreign affiliates fail to keep track of and study the local market, economic conditions, relevant laws and governmental policies, and performance of local partners. Consequently, these Chinese foreign affiliates perform poorly.
Chinese foreign affiliates lack qualified personnel who have international management skills, sufficient knowledge about host country markets and good understanding of international standards, and do not have a long-term strategy of training their personnel. In addition, because of mismanagement quite a few big Chinese companies with a foreign footing have now been in trouble, most notably those so-called trust and investment companies which were initially set up in the 1980s to funnel foreign investment into provinces around the country." Many of these companies, especially in the coastal area, were throwing money into speculative real estate and stocks while borrowing ever larger sums at both domestic and foreign financial markets, Hong Kong's financial market in particular. Poor management coupled with corruption, however, has meant many of these companies are unable to fulfil their debt obligations. Obviously, all these problems have to be effectively addressed before outward FDI can really help achieve the various objectives that the Chinese government has set for it.
Conclusion
According to John Dunning, countries tend to go through five stages in their investment development path. These stages can be classified according to the propensity of the countries to be outward and/or inward direct investors. This propensity rests on the extent and pattern of the competitive or ownership specific (0) advantages of the domestic companies of the countries concerned, relative to foreign companies; the competitiveness of the location-bound resources and capabilities of that country (the L specific advantages of that country), relative to those of other countries; and the extent to which domestic and foreign companies choose to utilize their O specific advantages jointly with the location-bound endowments of home or foreign countries through internalizing the cross-border market for these advantages. To use this analytical model, China is now in Stage 2 when its inward FDI starts to rise because of improving L advantages (such as low-cost but well-educated and well-trained labour force, inexpensive land, growingly improved infrastructure, huge market size and potential, increasingly liberal policies of the government) while its outward FDI emerges as a result of the growing O advantages of domestic companies, a situation in contrast to Stage 1 when both L and O advantages do not warrant either inward FDI or outward FDI. In this second stage, Chinese outward FDI is both of a market-seeking or trade-related type and of a strategic asset and resources-seeking type in both countries lower in their investment development path than China and countries higher up the path. However, as in many other countries in the same stage, the growth rate of Chinese outward FDI is insufficient to offset the growth rate of inward FDI. Consequently, China is currently experiencing net inward investment, that is, its net outward investment position worsens, although the growth rates of outward FDI and inward FDI would finally begin to converge towards the latter part of the second stage.77 Dunning's model provides a structural and systematic explanation of Chinese outward FDI that is subject to further growth through various stages, and a more empirical observation may reveal a similar prospect.
77. John Dunning's investment development path model was first put forward in 1979. It was later modified by John Dunning and Rajneesh Narula. For a summary of this analytical model, see John H. Dunning and Rajneesh Narula, "The investment development path revisited: some emerging issues," in Dunning and Narula, Foreign Direct Investment and Governments, pp. 1-41. According to this model, countries in Stage 3 are marked by a gradual decrease in the growth rate of inward FDI and an increase in the growth rate of outward FDI that results in improving net outward investment (NOI); Stage 4 is reached when a country's outward FDI stock equals or exceeds the inward FDI stock and outward FDI continues to grow faster than inward FDI; and finally in Stage 5 the NOI position of a country first falls and later fluctuates around the zero level while at the same time both inward and outward FDI are likely to continue to increase. Developed countries are currently approaching this fifth stage.
